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THE CONTROL OF TRUSTS. 

Several years ago I prepared for this Journal 1 a sketch of 
"Anti-Monopoly Legislation in the United States," in which I 
endeavored to trace the origin and growth of the sentiment 
against capitalistic combinations and to form some estimate of 
the value of the laws which had been enacted to prevent them. 
The conclusion then reached was that the popular opposition to 
the so-called trusts was based in part upon an unreasoned accept- 
ance of the laissez-faire doctrine implied in our earlier political 
philosophy, in part upon the fear of the political consequences 
of the concentration of vast economic resources in a few great 
corporations, in part upon the real and fancied injustices and 
hardships brought about by the trusts already formed. As to 
the efficiency of the laws, it was held that, while they might har- 
ass trade to some extent, they would one and all fail to accom- 
plish the real end in view. 

The outcome has justified this view. The laws were already 
proving unserviceable three years ago, and they have now been 
almost wholly discredited in the public mind. From the end of 
the year 1893 to the beginning of 1899 there was no important 
anti-trust legislation, partly because of the apparent failure of 
laws already passed, but chiefly because very few large concerns 
were organized during the period of business depression. But 
with the return of prosperity and the tremendous expansion of 
American manufactures, many gigantic organizations have been 
formed ; and the public mind has become more alarmed than 
ever before. Accordingly, a new attempt has been made in sev- 
eral of the states to stop the movement. Laws have been passed 
by the states of Arkansas, Missouri, Texas, and Michigan, which 
are supposed to represent the perfection of anti-trust legislation. 

The first of these acts, that of Arkansas, approved March 6, 
1899, was bodily incorporated in the more extensive law of 
Texas, and the Arkansas description of " conspiracy to defraud" 

1 Vol. II, pp. 411-25. 
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was copied by Missouri in her thrice-amended act; while Michi- 
gan has taken her definition of a trust from the Illinois law of 
1893, which, in turn, was based on the original Texas law of 1889. 
This tendency to copy is an indication at once of the common 
feeling in the various localities and of the lack of ingenuity on 
the part of most of the legislatures in grappling with the prob- 
lem. It is to be noticed that these most drastic laws were 
enacted by agricultural states. The demand for anti-trust legis- 
lation was strong enough to secure the introduction of bills in 
nearly all the legislatures which met last winter; but in states 
whose manufacturing interests are large, e. g., Indiana, these 
were easily disposed of. The tendency of the leaders of both 
political parties to look with favor upon strong anti-trust declara- 
tions is an evidence of the widespread feeling on the subject. 
This widespread interest should be a stimulus for the widest pos- 
sible discussion of the possibilities in the way of public control 
of great combinations. 

A summary of the four laws above mentioned will give us a 
view of the most advanced legislation yet enacted on this sub- 
ject : (1) A trust is defined as the union of two or more persons, 
firms, or corporations, whereby capital, credit, property, skill, 
trade, custom, or any other valuable things or possessions, are 
combined, 1 for the purpose of restricting trade, limiting produc- 
tion, preventing competition, increasing or reducing price, fixing 
a standard price, or in any way interfering with free competition 
in any business whatever. 3 This trust may be formed by agree- 
ment or contract, the ordinary methods of partnership or cor- 
poration, the holding of trust certificates, or shares of stock of 
another corporation, 3 resulting in the union of distinct firms or 
corporations or their property and rights. 4 (2) The persons or 
corporations which enter into such combinations for the purposes 
named shall be adjudged guilty of conspiracy to defraud 5 and 

1 Texas act, sec. 2. 

* Michigan, sec. 1 ; cf. Illinois definition, this Journal, Vol. I, p. 420. 

3 Michigan, sec. 10; Texas, sec. 2. 

4 Texas, sec. 6. 

s Arkansas, sec. I ; Missouri, Act of April 18, 1899, sec. 1 ; Texas, see. I. 
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conspiracy against trade. 1 (3) The penalty for this offense is (a) 
a fine of not less than fifty dollars 2 nor more than five thousand 
dollars imposed upon the offending firm or corporation for each 
day the offense is kept up; 3 (d) a similar fine or imprisonment 
for six months to one year inflicted upon the offending agent or 
officer of the trust ; 4 (r) forfeiture of franchise or license to do 
business ; 5 and (d) the invalidating of contracts, whether between 
members of the trust 6 or between the trust and its customers; 
and if payment is made to a trust for any of its wares, the 
amount may be recovered. 7 (4) Refusal to buy from or sell to 
any concern for the reason that it is not a member of the trust, 8 
or selling at less than cost of production, or giving away com- 
modities for the purpose of financially injuring competitors, 9 shall 
not only constitute a violation of the anti-trust act, but shall 
render the offender liable to the injured party twice 10 or three- 
fold 11 the amount of damages actually sustained. ( 5 ) The interest 
of the prosecuting officers is enlisted by the grant of one-fourth of 
the fine recovered. 12 (6) Cases involving trusts shall have prece- 
dence of all other court business, except criminal cases where 
the defendants are in jail ; I3 or a peremptory order may be issued 
by the supreme court for an examination by the attorney-general 
whenever the latter deems one necessary. 14 (7) In order to secure 

■Michigan, sec. 4. 

3 Michigan, sec. 4. The other states make the minimum fine two hundred dollars. 

3 Arkansas, sec. 2 ; Texas, sec. 5 ; Michigan, sec. 7. The older Missouri law has 
same fine. 

4 Michigan, sec. 4. 

5 Arkansas, sec. 3 ; Texas, sec. 7 ; Michigan, sec. 2; Missouri, Act of April 18, 
sec. 1. 

6 Michigan, sec. 8 ; and implied in all the laws. 
'Texas, sec. 12. 

'Missouri, Act of May 10. 1899, sec. I ; Texas, sec. 6. 

9 Texas, sees. 3, 4. 

10 Michigan, sec. 1 1 . 
"Missouri, Act of May 10, sec. 4. 
72 Arkansas, sec. 5 ; Texas, sec. 9. 
'3 Arkansas, sec. 6; Texas, sec. 10. 

"♦ Missouri, Act of May 4, 1899, sees. 2, 3. 
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control over foreign corporations, the latter, before they can do 
business in the state, must procure a license therefor after 
proving that their articles of incorporation are in harmony with 
those granted by the state to its own corporations ; T must furnish 
bond sufficient to cover possible damages ; 2 and must annually 
send to the secretary of state affidavits showing that they are in 
no way connected with any form of trust. 3 Failure to comply 
with these regulations, or violation of the anti-trust law, will be 
punished with the prescribed penalty, and the right to do busi- 
ness in the state will be forfeited. 4 When officers of a foreign 
corporation are ordered by the court to testify or produce books, 
and fail to do so, judgment by default will be rendered against 
such corporation in the case pending. 5 The other features of 
the new laws concern mere matters of detail, or attack special 
kinds of combinations, e. g., boards of underwriters in Arkansas, 
Missouri, and Texas, and press associations in Texas. 

The above summary of the recent laws gives us a composite 
law which comprehends all of the latest devices for the uproot- 
ing of trusts. Thus far politicians have proposed no more 
efficient scheme as the basis of their pledges to the people. It 
may, therefore, well serve as the point of departure for a con- 
sideration of the whole question involved. No objection can be 
taken to the heavy fines and harsh method of sweeping the 
offending concerns out of existence. Granting the desirability 
of suppression, and these methods cannot be considered too 
drastic. Neither can any fault be found with the policy which, 
would compel foreign corporations to become fully amenable to 
the laws which govern home corporations. Under any circum- 
stances it is desirable that this should be done. 

But when we come to the description of the acts which 

'Missouri, Act of May 23, 1899, sees. 1, 2, 3. Many states have similar pro- 
visions. 

* Arkansas, sec. 4. 

3 Arkansas, sec. 4 ; Texas, sec. 8. 

* Arkansas, sec. 3 ; Missouri, Act of April 18, sec. 1 ; Texas, sec. 8 ; Michigan, 
sec. 3. 

s Missouri, Act of May 4, sees. 1, 2. 
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constitute the offense against public policy, all of the laws betray 
a fatal weakness ; and it is because of this that the monopolistic 
movement has gone on practically unchecked by all laws. The 
thing at which the laws are designed to strike is the vast accumu- 
lation of productive resources which renders the competition of 
small concerns hopeless. But none of the legislatures have yet 
dared to strike directly at the main fact ; and if they did, con- 
stitutional limitations would render the law void. Therefore, 
falling back upon old legal principles which have no real bear- 
ing upon our present problems, but which can stand the constitu- 
tional test, the laws are made to forbid the union of two or more 
concerns engaged in the same business in order to keep alive 
competition. Now, in reality, it is competition, not combination, 
which creates the monopoly. Under the anti-trust laws, no two 
competitors, however feeble, are permitted to unite their forces ; 
but no amassing of capital, however great, is forbidden to 
the new corporation just forming, or to the old corporation 
which is growing wealthier by distancing competitors, provided 
none of its capital comes from the absorption of other corpora- 
tions pursuing the same line of industry. So long as great indus- 
tries, as such, are not prohibited, trust promoters will doubtless have 
ingenuity enough to get around the laws forbidding agreements and 
coalitions; and if they cannot evade such laws, the competitive 
wars will simply be carried on a little longer, until one great cor- 
poration survives amidst the wreck of many small ones. 

That competition, rather than combination, is the important 
factor in the formation of trusts is shown by the history of every 
one which has yet arisen in the United States. In every case the 
coalition has been formed either after an approximate monopoly 
had been realized by one concern which had distanced all com- 
petitors, or because the competition had become so fierce that it 
was evident that some would be ruined, though it did not yet 
appear which would survive. Under the former condition, the 
organization of a trust is simply the formal recognition of an 
accomplished fact, though the weaker competitors are not 
wholly crushed and the stronger avoid some of the losses of 
continued competition. The real danger here is that the 
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dominant corporation, in its haste to end the process which must 
lead to a trust anyway, may give to the smaller competitors 
so large a share of the stock of the new company that the 
financial strength of the latter may be lowered by the necessity 
of earning dividends on capital stock represented by worthless 
plants. A stronger monopoly may sometimes be formed by 
allowing competition to run a little longer, when the weaker 
competitors will be wholly eliminated, and a conflict with the 
anti-trust laws avoided. Under the second condition — ruinous 
competition among producers of approximately equal strength 
— combination is as clearly secondary to competition as in the 
case just considered. Manifestly, two competing companies 
would not organize if each did not expect to gain by the compe- 
tition. With a rapidly expanding demand, competition between 
these companies may be practically eliminated. The price 
of the product may be run up as high as the upper marginal 
demand, and still both plants may be fully occupied. But if the 
market is limited and the two producers actually begin to com- 
pete with each other, one must sooner or later gain the ascend- 
ancy, though both may be seriously injured in the conflict. If, 
then, a modus vivendi is reached before the actual trial of strength 
has come, combination is but slightly anticipating the outcome 
of competition. While the social loss from the destruction 
of small competing plants is small, that from the destruction 
of one of two large, evenly matched concerns, like the Carnegie 
and Illinois steel companies, would be almost beyond computa- 
tion. To avoid such disaster combinations are frequently formed 
even before any serious effects of competition are felt ; or, before 
either party is pushed to the wall, an agreement is reached, as in 
the case of railway pools. Such monopolies being the natural 
result of our competitive system, it does not seem that the law 
should interfere with the peaceable measures which moderate the 
last stages of the conflict. 1 

'Another class of combinations — that which results in the absorption of compa- 
nies which are started with the express purpose of being absorbed — requires no atten- 
tion here. It is, of course, the possibility of damage to the older company, not 
the question of the extinction of the new one by competition, that enters into con- 
sideration. 
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Illustrations of the tendencies just described are easily found. 
The sugar trust, one of the greatest of our great monopolies, 
was built up by competition. Only in the later stages of its 
development were combinations formed. The crisis of 1873 and 
1877 destroyed nearly all of the refineries of the country. But 
the Havemeyers, running their own West Indian fleet, using the 
most improved machinery, and controlling ample capital, were 
only strengthened by the storms which swept away all competi- 
tors. By their superior strength they had already been able to 
cut prices so low that even a slighter commercial disturbance 
would have shaken down all other refineries. Since that time 
the methods usually ascribed to trusts have been employed in 
absorbing competing refineries, when it appeared cheaper to 
absorb them than to crush them by competition. The sugar 
trust exists, however, because the margin between its cost of 
production and the necessary selling price is so wide ; not 
because a few men have formed a conspiracy in restraint of trade. 
A better illustration of the way trusts develop is found in the 
case of a certain company 1 which manufactures a food product 
and whose trade brands are familiar to every traveler from the 
Rockies to the Rhine. This concern sells over three-fourths of 
the total output in its line, has large resources, its trade repute 
is unexcelled, and it supplies a demand which is susceptible of 
indefinite expansion, especially abroad. Its superior economic 
strength enabled it to press its competitors, and some of the 
latter readily accepted the offer of a " promoter " to bring about 
a combination. Such an arrangement was agreed to by all par- 
ties ; but the rapacious demands of some of the smaller concerns 
for their worthless plants soon caused the stockholders of the 
big company and the new subscribers for stock to drop the 
scheme. Shortly afterward a new plan was taken up by which 
the large company was to be reorganized without taking in a 
single competitor, but by increasing the capital stock and using 
the new capital to be subscribed by some English investors to 

1 More specific reference in this case would be improper, since personal relations 
with this company enable me to state facts concerning a deal which is not yet con- 
summated. 
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construct more modern and better located mills, and thus 
decrease the cost of production and increase the output. If this 
plan is carried out, a stronger corporation and more complete 
monopoly will be effected than would have resulted from the 
other proposed combination ; and yet not a single clause of the 
anti-trust laws of any state will be violated in the least. The future 
of the small competitors, however, is not very bright. 

So, then, we find the anti-trust laws, thus far enacted, wholly 
inadequate to prevent the real thing against which they are 
directed, however much they may uselessly harass industry. If 
the monopoly, or huge corporation, is to be gotten rid of, laws 
and constitutions must be so modified as to strike it directly, 
instead of trying to reach it through the limitation of contracts 
and combinations. But the question at once arises : Is the great 
industry in itself undesirable ? Is it the large plant, or the fact 
of irresponsible power, against which our laws should be directed 
in the interest of public policy ? More and more, it seems, in 
spite of the growing popular opposition to trusts, there are com- 
ing gleams of recognition of the advantages of large, and even 
monopolistic, industries. Mayor Jones, of Toledo, in a recent 
communication to the Chicago Record expressed an opinion which 
is becoming more general when he said there is " neither sense 
nor reason in the attempts to destroy the labor-saving machines 
by legislation." Mr. Hewitt's testimony before the Industrial 
Commission, last April, was to the same effect : " Corporations 
have continued to grow, and at the present moment they threaten 
to absorb the entire industrial business of the country which is 
capable of being administered by centralized management. This 
is precisely the direction which I anticipated, and seems to me 
to be in accordance with the evolution which has taken place 
within the last half century, and which may be in accordance 
with a natural law, if there be natural laws involved in the pro- 
gress of modern civilization." The expressions of these two 
men, occupying in general the opposite extremes of all possible 
positions, are reflected by an increasing number of newspapers 
in their more lucid intervals. 

For it is becomng apparent that, whatever may prove true 
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in the future, the trusts have not, on the whole, thus far raised 
prices. The possible danger in this direction, of which I shall 
speak later, undoubtedly has much to do with popular opposi- 
tion, and justifies precautionary measures ; but in the main the 
chief promoters of anti-trust legislation have been those who 
have been displaced or injured by the improved methods of pro- 
duction introduced by the trust. While public sympathy may 
justly be expressed for these unfortunates, even taking the shape 
of pensions — no more justly, however, than for workmen dis- 
placed by improved machinery — every argument against the 
trust put forward by this class is testimony to its value as a 
labor-saving machine. For example, the president of the Com- 
mercial Travelers' Association testifies before the Industrial 
Commission that, because of the concentration of business in the 
hands of a few great producers, 35,000 salesmen have been 
thrown out of employment, and 25,000 more have suffered a 
reduction of salary. He estimates that the annual loss to sales- 
men is $60,000,000, to the hotels $28,000,000, and to the rail- 
ways $27,000,000. Allowing for exaggeration, the salesmen, 
hotels, and railways are doubtless learning how the hand-weavers 
and spinners felt when the spinning-jenny and the power-loom 
were invented ; but society is as little likely to set aside the new 
improvement — unless the trust is getting all the benefits. The 
following serious words from a funny writer 1 sum up the situa- 
tion admirably : " Two factors, and two only, have operated to 
this end [cheapened comforts and raised wages]: labor-saving 
machinery and organization. The former was the first to be 
felt. And you have always fought it. Away back, when some- 
one first learned to make a bronze hatchet, you fought him 
because his invention threw thousands of honest stone-hatchet 
makers out of work. And you said the invention was no good, 
anyway : that a man could brain his neighbor just as handily 
with a good, honest stone hatchet as with one of those new- 
fangled things. But the engine came on. You have been butt- 
ing it ever since. Some of you can still remember how you 
fought steam-power. .... It would ruin the freighters and 
1 Puck, editorial entitled " Butting the Engine," June 7, 1899. 
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stage-owners, and take away the employment of thousands of 
honest hostlers and drivers. This is no joke ; you did say just 
that. And it did do a part of what you prophesied ; but where 
steam-power threw one man out of work, it made work for ten 

thousand Organization, in the industrial sense, is a science 

of later birth. But you are simultaneously profiting by it and 
fighting it, exactly as in the other case. The growth of organi- 
zation, from the time the cottage system gave way to the factory 
system down to the most powerful trust you can think of, has 
been a gradual but constant manifestation of the one way to 
make life easier. The only difference between a trust and a 
mere business firm of two or three men, remember, is in size ; 
there is no constitutional difference. That is why no statute law 
can ever be framed under our federal constitution to ' reach ' 
the trusts. Men have found simply that on a large scale they 

can produce more cheaply than on a small scale ' But 

a trust kills competition and forces up prices,' you say. Now, 
we know that a trust has no philanthropic purpose. It is 
composed of men who are in business to make all the money 
they can, like all business-men. But it has to be a philanthro- 
pist, in spite of itself ; for superior ability to compete, as a result 
of superior methods and organization, is the very life of a trust. 
.... It is true that the aim of a trust is to kill competition, 
but so is the aim of the smallest country merchant. But it 
never has been killed, and the great organization is as powerless 
to do it as the weakest individual. .... Competition may be 

lessened in spots ; never killed The commercial trust that 

cannot in the long run undersell its competitors will go to smash." 
The main fact about the great organization is that it cheapens 
production, just as labor-saving machinery has done; and with 
the abundance of capital that is always seeking investment, the 
apparent monopoly can be maintained, in the long run, only by 
taking advantage of the cheaper methods of production to keep 
prices below the competitive point. 

But, continuing our consideration of the advantages of the 
great industry, we may note that not only is this the natural 
outcome of the competitive system and an improvement similar 
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to an invention, but even the formal combination which is for- 
bidden as a conspiracy may frequently be of great social advan- 
tage. The absorption of weaker competitors, provided they are 
not over-capitalized, may save some manufacturers and merchants 
who have previously taken a worthy part, from the hardships of 
crushing competition, and thus prevent a great deal of social 
friction. Not only so : a coalition among competitors, even 
before they have been driven to the trust-forming stage, may be 
of such advantage in solving serious social problems that, far 
from prohibiting it, it may seem desirable to promote it. I refer 
here to a combination which would secure some of the results 
attained by the trade alliances which have been formed under 
the inspiration of Mr. E. J. Smith, of Birmingham, England. 1 
This movement has for its object the organization of a whole 
trade on lines somewhat similar to the old guilds. The necessary 
cost of production is found by a careful examination of experts. 
This cost estimate includes uniform working expenses, trans- 
portation rates, commissions, discounts, minimum profit, etc. 
A minimum selling price is then set, and any underselling or 
departure from regulations concerning grades of commodities is 
punished by a heavy fine. Readjustments are made every six 
months. Provided due care is taken to shut out shaky concerns 
whose cost of production would raise the necessary minimum, a 
double advantage can be derived by society from such trade 
combinations. First, the trade itself is protected from the sud- 
den revolutions caused by cut-throat competition. While weaker 
producers will doubtless be eliminated in time, the transition is 
gradual, and much of the suffering for which our sympathies are 
now stirred is avoided. A minimum wage is- stipulated, hours of 
labor are likewise guaranteed to the workmen, and wages are to 
rise on a sliding scale as prices rise above the minimum. In the 
second place, the consumers gain by immunity from the scamp- 
ing and adulteration of the unrestricted competition. Con- 
fidence in the merits of Mr. Smith's plan was expressed by Joseph 
Chamberlain in the following words : " I do not know whether 

1 For a rather full account of this movement, see special Consular Reports for June 
6, 1899, prepared by Mr. W. T. Griffin, the U. S. commercial agent at Limoges. 
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you are aware that, within the last year or two, he has carried 
out, in connection with the trade in which he is interested, a 
great social experiment, the results of which have been truly 
marvelous. Into a trade in which formerly everyone, whether 
workman or employer, was dissatisfied, he has brought content- 
ment. Wages, I believe, have been increased, profits have 
become larger, and, curious to relate, the demand and the pro- 
duction have increased at the same time. This experiment, I 
believe, is capable of great development." This plan accom- 
plishes in a more systematic and less speculative manner what 
the American trade combinations are doing. In many cases, 
perhaps in the long run in all, it may be necessary that competi- 
tion should do its perfect work by eliminating all but the strong- 
est ; but if the transition may be rendered less violent by the 
American combination or the English alliance, it is against pub- 
lic policy to enact laws containing the features common to all 
of our anti-trust legislation. 

Turning now to the evils, not of coalitions, but of great 
industries, we find two which demand legislation and seem to 
suggest their own remedy. These are the opportunity to exploit 
the public, within limits, after the great industry has secured a 
practical monopoly, and the stock-jobbery which mercilessly 
fleeces the legitimate investor in the securities of the corpora- 
tion. The second of these evils attracts relatively little atten- 
tion, and is, perhaps, of less importance than the first, but it is 
serious enough to demand the attention of our lawmakers. If 
our capitalistic system is to continue, it is highly desirable that 
the ownership of our great industries should be as widely diffused 
as possible. Dr. Albert Shaw is of the opinion that in time 
small investors will hold most of the stock of the great Ameri- 
can corporations, as they now do in France. But at present a 
few promoters can secure a majority of the shares of a corpora- 
tion for "services rendered," and do about as they please with 
the capital actually paid in by the minority stockholders and 
bondholders. Everybody knows that since the fad for trusts 
began — for the hard-headed American investor is stampeded by 
fads as easily as the schoolgirl — a large proportion of the 
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capitalization of many huge combinations has been water. The 
manipulation of this stock, not the carrying on of the industry, 
is the main interest of the promoters. Their fortunes are made 
before the capital stock is squeezed ; after that time the real 
investors may make the best of what is left, or, perhaps, be 
forced to submit to a "reorganization." These operations, 
besides being dishonest, unsettle values, temporarily increase 
the cost of production, and subject labor to the possibility of 
the collapse of the industry in which it is employed. Evidently, 
the great prizes are for the most unscrupulous and those least 
concerned in the industry involved, whereas the advantages 
should fall to the largest possible number of honest investors, 
and preferably to those who are connected most directly with 
the processes of production. Mr. Hewitt, in the statement from 
which quotation has already been made, said : " My own view 
is that, when industry has been sufficiently centralized and the 
ownership widely diffused through the distribution of shares, the 
workman will gradually acquire these shares and control the 
property which they represent. In fact, I cannot see any other 
outcome for the present movement toward the consolidation of 
industrial enterprises than the transfer of the control to those 
who are actually engaged in the work of operation." Whether 
this expectation is Utopian or not, and without reference to this 
particular outcome, the stability of business, the gains from 
large accumulations of capital, and the interests of the honest 
investor, all depend upon some kind of public regulation of great 
industrial corporations. 

The more prominent evil — the exploiting of the consuming 
public because of monopoly advantages — is none the less real 
because it is not so great as is popularly supposed. It is 
undoubtedly true that most of the commodities produced by 
the trusts are sold for less than they could ever be obtained for 
under the old system. Even if the monopoly becomes absolute 
— which has probably never yet been the case — it still feels the 
regulating force of competition. In the first place, if the price 
rises above a certain point, competitors will surely spring up 
again to drag it down. The old competitors were driven from 
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the field by low prices. They will return again, or others will 
take their places, if prices rise high enough to leave them a 
margin of profit over their greater cost of production. In the 
second place, if no competitors were likely to enter the same 
field, the price would still be limited by other kinds of com- 
petition. The commodity may not be an absolute necessity to 
very many consumers ; then a rise in price will lead to a ruinous 
decrease in the demand. Men would not consume many oranges 
at fifty cents apiece. The commodity, while satisfying an 
inelastic demand, may yet be replaced by something else which 
can render approximately the same satisfaction. Kerosene oil 
at a dollar a gallon would have but a limited sale. The con- 
sumers would either revert to tallow candles for illumination, or 
would find it cheaper to turn to electricity or gas, even if pri- 
vate plants had to be introduced. 

But after all of this is said — and the most pronounced 
apologist for the trust can say no more — there is still a margin 
for exploitation. It is true, as Puck says, that the only differ- 
ence between a mere business firm and the trust is in size. But 
this is a capital difference. The size of the trust is itself suffi- 
cient to create a limited monopoly which can exploit the public 
to a certain extent purely in the interest of the managers. The 
most objectionable monopolies, it is true, are those which are 
protected from the kind of competition above described, either 
by governmental arrangements, such as tariffs and patents, or 
by natural monopolies of transportation facilities. Mr. Have- 
meyer is of the opinion that the customs tariffs are alone respon- 
sible for the trust, and multitudes share this opinion. M. de 
Rousier, in one of the most thorough studies of trusts, 1 holds 
that all trusts are due to these artificial conditions. According 
to him, if we should assume such a control of the railways as to 
render discriminating rates impossible, and should remove tariff 
protection and patent rights when these tended to shut out 
competition unduly, the trusts would disappear. Now, these 
are undoubtedly potent causes of the most objectionable of our 
monopolies, and the remedy for the evil is easily found, and the 

1 Les Industries monopolisees aux Etats- Unis, pp. 320—27. 



242 THE AMERICAN JOURNAL OF SOCIOLOGY 

neglect to apply it inexcusable. But beyond this the mere big- 
ness of the trust is sufficient cause for alarm and for legislation 
to regulate it in the interest of the public. It is true, as we have 
said, that competition will always spring up again if prices rise 
above the competitive level. But it must be remembered that 
the plant which can hope to compete with the trust at all must 
be immense, must represent a fixed investment which cannot be 
withdrawn when prices again fall to their normal level. Now, if 
free capital could compete with the trust, competition would 
remain perfectly automatic ; but since capital must be sunk in 
apparatus which is useless for any other purpose, and since 
the plant of the established concern is already amply able to 
supply the ordinary demand, the trust may run prices consid- 
erably above their normal point, i. e., may exact from the 
public a profit far above the average that capital can secure from 
non-trust investments. Furthermore, the established trust may 
have built up such a reputation for its products that a competitor 
who could manufacture equally cheaply would be unable to affect 
its prices. The food company which I have used as an illus- 
tration of the way in which trusts may be formed is earning 
dividends of 10 to 25 per cent, on its actual investment, and yet 
competitors scarcely touch it at all. Even if they can manu- 
facture as economically and produce as good wares, they 
must sell their product at from 10 to 50 per cent, less than 
the large concern receives. While, then, their competition 
may affect prices to some extent, they must run for years 
without profit before they can reduce the profits of their com- 
petitor to a fair average. These conditions hold of all com- 
modities which reach the consumer through retail trade, and 
must make capital pause before it enters the lists to bring down 
prices. 

The fact that prices are below what they were before the 
trusts were formed does not settle the question in favor of those 
institutions. Prices ought to fall continually, and should fall 
in every case until the profits on the actual investment reach a 
normal rate, usually but slightly above the rate of interest on 
good securities. Take away the stock-jobbing element, and 
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industrial securities should represent as little risk as any others, 
and should pay no higher dividends. Then in some way a 
regulating force should be found which would keep profits 
at the normal level and give the consuming public the benefit 
of improvements, except generous managerial compensation, in 
lower prices. And even if prices have continued to fall after 
the trust has been formed, the fact that in a few cases the pub- 
lic can be exploited is an evidence of irresponsible power that 
is sufficient cause for public concern. 

The foregoing analysis of the advantages and disadvantages 
of trusts suggests in general the course which legislation should 
take with reference to them. First, the laws already enacted 
which seek to destroy this great labor-saving machine should be 
repealed. In the next place, the evils would be remedied by some 
system of public control which would throw some safeguards 
about the legitimate capital investment, and some system of 
taxation which would tend to regulate prices by absorbing all 
profits above an average amount. The second of these remedies 
would necessarily involve the first ; for the actual earnings of 
the trust could not be ascertained without some rigid system of 
inspection, similar to that to which the national banks are now 
subjected, but having regard for a different set of facts. Mr. 
Havemeyer in his famous statement before the Industrial Com- 
mission said that he thought it would be a good plan to expose 
the business books of the great corporations to government 
inspection. While manufacturers have shown a tendency to 
keep their accounts secret, there would doubtless be no legiti- 
mate objection to a regular system of oversight which ■ would 
make no necessarily private matters public, but would give inex- 
orable publicity to any crookedness in the management of that 
which is truly a trust. 

The plan which I suggest for the control of trusts I offer 
with some diffidence, but with the conviction that it would be 
both efficacious and feasible. It is a system of graduated income 
taxation by the national government, with the rigid supervision 
of the accounts of corporations which such a system would neces- 
sitate. Of course, the national government could bring under 
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such control only those trusts which are engaged in interstate 
commerce ; but the only ones which need national control are 
these. The only local monopolies which need regulation in the 
interest of the public are those which hold public franchises, and 
these may easily be controlled by a rational system of franchise 
management. If others should arise, the system of national 
control could be adapted to state needs, just as many of the 
states have already adopted the essential features of bank super- 
vision from the national banking laws. All of the great trusts are 
engaged in interstate commerce, and most of them would find it 
impossible to break up into numerous state concerns for the 
supply of local demand. If they did, they would be brought 
under the regulation of competition again, or would be controlled 
by the state laws modeled after the national system. 

To enact such legislation the "interstate" and "general wel- 
fare " clauses of the constitution would not have to be stretched 
any more than they already have been. The decision against 
the last income-taxation law would probably have no bearing 
upon this question. If careful consideration should reveal con- 
stitutional difficulties in the way — which I do not now see — it 
would be easier to carry a constitutional amendment granting 
Congress power to inaugurate such a policy than it is to beat 
around as we have been doing and subject business to all kinds 
of uncertainties, in the hope that we may some time find a way 
to deal with the trusts. A tax upon the plants of the trusts 
would increase the cost of production ; but a tax upon surplus 
earnings, preferably a graduated tax, would secure for the public 
every kind of control of the trusts that is in any way desirable, 
and at the same time would leave a wide margin for freedom of 
individual initiative and insure progressive improvements in the 
interest of economical production. The honest investor, mean- 
while, will be protected from dishonest manipulators by the 
supervision by government inspectors, which would be a necessary 
part of the plan. The small investors, among whom many of 
the producers themselves should be found, will receive moderate 
profits ; managerial talent can still be properly compensated ; 
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the public will receive the benefits of progressive improvements ; 
and the fluctuations and uncertainties of the great industrial 
organizations will give place to "steady-going methods under 
strict public regulation." 

J. D. Forrest. 
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